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PREFACE

n the two years since the seventh edition of
Principles of Risk Management and Insurance was
published, a number of events have stunned the
nation. The bubble of prosperity created by rampant
speculation that rocketed stock prices to atmos-
pheric levels burst abruptly, causing investors and
speculators to lose billions of dollars. The Enron
Corporation, exposed for corporate greed and
aggressive accounting that concealed billions of dol-
lars of debt, collapsed and had to declare bank-
ruptcy. Thousands of employees who invested in
Enron stock lost most of their retirement savings. In
addition, Tropical Storm Allison—just one of the
many storms, hurricanes, and tornadoes that wreak
havoc on the United States every year—was espe-
cially severe, causing $2.5 billion in insured losses in
2001. Most tragically of all, on September 11, 2001,
a shocked and horrified nation witnessed terrorist
attacks on the World Trade Center and the Pentagon.
At the time of this writing, more than 3,200 people
are believed to be dead or missing as a result of the
attacks. The reverberations from these astounding
losses have rippled across all areas of our society.
The insurance industry alone experienced the largest
single catastrophic loss in the history of the United
States, with estimated losses totaling $40 billion.
Fast forward to the present. The war on terror-
ism continues, with military commitments overseas;
President Bush’s newly created Office of Homeland
Security strives to protect the country; Congress has
established a victims’ compensation fund, passed an
airline bailout bill, and limited the airlines’ liability
for the September 11th attacks; airport security re-
mains tight; and the media and public continue to
grapple with why terrorists hate the United States.
Arthur Andersen, Enron’s former accounting firm,
faces criminal charges brought by the Justice Depart-
ment on the grounds that the firm obstructed justice
and shredded documents; the stock market is staging
a weak recovery; and hurricanes, tornadoes, floods,
and earthquakes continue their awesome destruc-

tion. To say that we live in a risky world and that
things have changed since the publication of the sev-
enth edition is an enormous understatement.

Likewise, the insurance industry has experienced
rapid changes in the last two years. Property and lia-
bility insurers raised premiums sharply in response
to the September 11th tragedy; companies and rein-
surers inserted provisions in their policies excluding
acts of terrorism; and the industry lobbied Congress
for a federal backup plan in the event of future
attacks. In addition, the property and liability in-
dustry experienced a “hard” underwriting cycle in
which underwriting losses increased, and profit-
ability declined. Recent underwriting losses were
especially severe; the combined loss and expense
ratio for 2001 was 118 percent. Other significant
changes included the introduction of new commer-
cial property insurance, liability insurance, and
crime insurance programs by the Insurance Services
Office (ISO); the increased use of credit scoring in
underwriting and rating by auto and homeowners
insurers; and new tax legislation that significantly
increased the annual contributions to qualified re-
tirement plans. Finally, the President’s Commission
to Strengthen Social Security released its final report
and offered controversial recommendations to save
the program.

The eighth edition of Principles of Risk Man-
agement and Insurance discusses these and other
changes. As in earlier editions, the text is designed
for a beginning undergraduate course in risk man-
agement and insurance with no prerequisites. Thor-
oughly revised and updated, the eighth edition pro-
vides complete and current coverage of the major
areas in risk management and insurance. Coverage
includes basic concepts of risk and insurance, risk
management, legal principles, property and liability
insurance, life and health insurance, employee bene-
fits, social insurance, and functional and financial
operations of insurers. This new edition once again
places primary emphasis on insurance consumers
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and blends basic risk management and insurance
principles with consumer considerations. In addi-
tion, it addresses personal risk management and
financial planning, so that students can apply basic
concepts immediately to their own lives.

CONTENT CHANGES
IN THE EIGHTH EDITION

Thoroughly updated, the eighth edition provides an
in-depth analysis of current issues, which readers
have come to expect from Principles of Risk Man-
agement and Insurance. Timely changes include dis-
cussion of the following:

1. Impact of September 11th attacks on the insur-
ance industry. Acts of terrorism are a relatively
new fundamental risk that merits increased
attention. The impact of such attacks on com-
mercial property and liability insurers, workers
compensation, and life and health insurance is
discussed in relevant chapters, including Chap-

ter 26.

New tax law changes affecting qualified retire-

ment plans. Chapter 20 discusses the Economic

Growth and Tax Relief Reconciliation Act of

2001. The new law substantially increases the

amount of annual contributions to an individual

retirement account (IRA), Section 401(k) plan,
and qualified defined contribution and defined
benefit retirement plans.

3. Voluntary personal retirement accounts under
Social Security. The President’s Commission to
Strengthen Social Security has recommended
that workers should be allowed to invest part of
their Social Security taxes to establish personal
retirement accounts. Chapter 24 discusses this
issue.

4. Updated discussion of advanced topics in risk
management. Chapter 4 presents an updated
discussion of advanced topics in risk manage-
ment, from enterprise risk management and the
current “hard” underwriting cycle in property
and liability insurance to new technology in risk
management, such as risk mapping.

Credit scoring. An increasing number of auto

and homeowners insurers are now using credit

scores for purposes of underwriting and rating.

>
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Credit scoring—an emerging regulatory issue—
is discussed in Chapters 11 and 28.

6. New ISO commercial property insurance pro-
gram. Chapter 13 discusses the new edition of
the Insurarice Services Office commercial prop-
erty insurance program. Numerous commercial
coverages have been revised to better serve the
insurance needs of business firms.

7. New ISO commercial general liability policy.
Chapter 14 discusses the new ISO commercial
general liability (CGL) policy that became effec-
tive in most states in October 2001,

8. New ISO commercial crime insurance program.

Chapter 15§ discusses the new ISO commercial

crime insurance program for most private firms

and nonprofit organizations. The chapter also
discusses financial institution bonds for com-
mercial banks and other financial institutions.

Rising health-care costs. Chapter 21 discusses

the latest research data concerning the escala-

tion in health-care costs, a factor that is con-
tributing to the increase in the number of unin-
sured in the United States.

Updated discussion of managed care plans.

Chapter 22 focuses on managed care plans and

also provides an “Insight” box on relatively new

defined contribution health plans that some
employers are now introducing to control rising
health-care costs.

Federal estate tax changes. Chapter 19 discusses

the new Economic Growth and Tax Relief

Reconciliation Act of 2001, which substantially

increases the amount of property exempt from

the federal estate tax.

12. Long-term actuarial deficit for Social Security
and Medicare. Chapter 24 discusses the long-
term actuarial deficit for both Social Security
and Medicare and the various solutions for
eliminating the deficit.

N
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KEY FEATURES OF THE EIGHTH EDITION

1. Continued emphasis on the Internet. Many
instructors use the Internet to supplement their
courses. The eighth edition provides updated
Web sites that students can easily access. The
eighth edition also has an Internet site (www.



aw.comfrejda). After studying each chapter, stu-
dents can take a self-administered test online
and get instant feedback on how well they have
mastered the material.

. Streamlining of “Insight” boxes. Instructors and

students have enthusiastically endorsed the
“Insight” boxes in previous editions. “Insights”
are powerful learning tools that provide real-
world applications of key principles or concepts
discussed in the chapter. Most “Insights” in the
previous edition have been replaced by compel-
ling new ones. Readers will find these and other
attention-getting headlines throughout the text:

® September 11th Terrorist Attack: Analysis of
the Impact on the Insurance Industry

® Terrorist Attacks—New Federal Reinsurance
Pool Proposed

® Are Acts of Terrorism Excluded by the War
Clause?

® Compensability of Terrorism Injuries Under
State Workers Compensation Laws

® Term Life Insurance Looks Even Better After
September 11

® Defined Contribution Health Plan That Puts
Employee in Charge Catches on

® Medical Errors Rank with Highway Accidents
and Breast Cancer as a Major Killer in the
United States

® Ten Common 401 (k) Mistakes

® How To Save Social Security: Check Out the
Social Security Game

® Toxic Mold Claims: A Critical Problem in
Homeowners Insurance

® Don’t Ignore Gap Insurance If You Lease a Car

® Warning: Internet Shopping May Not Produce
the Best Price

® Why Are Healthcare Costs Going Up?

. Technical accuracy. As in past editions, numer-

ous risk management and insurance experts
have reviewed the text for technical accuracy,
especially in areas where changes have occurred
rapidly. The eighth edition offers the most tech-
nically accurate and up-to-date information
available.

Clarity in writing. Risk management and insur-
ance topics can intimidate students if set forth
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in a disjointed or abstract manner. Since read-
ability is critical, the book persists in presenting
principles and concepts clearly and directly, and
strives to be the most user-friendly of texts.

SUPPLEMENTS

The eighth edition contains a number of supplemen-
tary materials to help busy instructors save time and
teach more effectively. The following items are avail-
able to qualified domestic adopters, but in some
cases may not be available to international adopters.

Companion Web Site As noted earlier, the eighth
edition provides an Internet site (available at www.
aw.com/rejda) that offers self-administered quizzes
and web-based exercises corresponding to each
chapter. The Companion Web Site system provides
an online syllabus builder that allows instructors
to create a calendar of assignments for each class
and to track student activity with an electronic
grade book.

Instructor’'s Manual with Transparency Masters
Designed to reduce start-up costs and class prepara-
tion time, this comprehensive manual contains teach-
ing notes; lecture outlines; answers to all end-of-
chapter review, application, and case questions; and
transparency masters that illustrate key points.

Revised Test Bank Prepared by Michael J. Mc-
Namara of Washington State University, this revised
test bank enables instructors to construct objective
exams quickly and easily. The test bank contains
new mini-case objective questions to test students’
critical thinking and analytical skills.

Study Guide Also prepared by Michael J. Mc-
Namara, this study tool is an improvement over tra-
ditional study guides. The guide contains exercises
that enable students to apply basic concepts to their
own personal risk management program. Each
chapter contains objective questions similar to test
bank questions, worksheets (where appropriate) for
solving end-of-chapter cases, and answers to all
questions at the end of each chapter for quick refer-
ence and self-testing.
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Instructor's Resource CD-ROM Fully compatible
with Windows and Macintosh computers, this CD-
ROM provides a number of resources. First, Power-
Point lecture slides of all figures and tables from the
text enhance classroom presentations. Instructors
with Microsoft PowerPoint 97, 98, or higher can
customize the slides by adding their personal lecture
notes. Second, for added convenience, the CD-ROM
contains Microsoft Word files for the entire contents
of the instructor’s manual. Finally, the CD-ROM
includes computerized test bank files. The easy-to-
use software is a valuable test preparation tool that
allows professors to view, edit, and add questions.
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